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shares (50 percent of the 18 shares owned con-
structively by the estate through B), and B
is considered as owning six additional shares
(50 percent of the 12 shares owned construc-
tively by the estate through A).

Example 2. Under the will of A, Blackacre is
left to B for life, remainder to C, an unre-
lated individual. The residue of the estate
consisting of stock of a corporation is left to
D. B and D are beneficiaries of the estate
under section 318(a). C is not considered a
beneficiary since he has no direct present in-
terest in Blackacre nor in the income pro-
duced by such property. The stock owned by
the estate is considered as owned proportion-
ately by B and D.

(b) For the purpose of section
318(a)(2)(B) stock owned by a trust will
be considered as being owned by its
beneficiaries only to the extent of the
interest of such beneficiaries in the
trust. Accordingly, the interest of in-
come beneficiaries, remainder bene-
ficiaries, and other beneficiaries will be
computed on an actuarial basis. Thus,
if a trust owns 100 percent of the stock
of Corporation A, and if, on an actu-
arial basis, W’s life interest in the
trust is 15 percent, Y’s life interest is 25
percent, and Z’s remainder interest is
60 percent, under this provision W will
be considered to be the owner of 15 per-
cent of the stock of Corporation A, Y
will be considered to be the owner of 25
percent of such stock, and Z will be
considered to be the owner of 60 per-
cent of such stock. The factors and
methods prescribed in §20.2031-7 of this
chapter (Estate Tax Regulations) for
use in ascertaining the value of an in-
terest in property for estate tax pur-
poses shall be used in determining a
beneficiary’s actuarial interest in a
trust for purposes of this section. See
§20.2031-7 of this chapter (Estate Tax
Regulations) for examples illustrating
the use of these factors and methods.

(c) The application of section 318(a)
relating to options may be illustrated
by the following example:

Example. A and B, unrelated individuals,
own all of the 100 outstanding shares of stock
of a corporation, each owning 50 shares. A
has an option to acquire 25 of B’s shares and
has an option to acquire a further option to
acquire the remaining 25 of B’s shares. A is
considered as owning the entire 100 shares of
stock of the corporation.

[T.D. 6500, 256 FR 11607, Nov. 26, 1960, as
amended by T.D. 6969, 33 FR 11999, Aug. 23,
1968]
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§1.318-4 Constructive ownership as
actual ownership; exceptions.

(a) In general. Section 318(a)(5)(A)
provides that, except as provided in
section 318(a)(5) (B) and (C), stock con-
structively owned by a person by rea-
son of the application of section 318(a)
1), (2), (3), or (4) shall be considered as
actually owned by such person for pur-
poses of applying section 318(a) (1), (2),
(3), and (4). For example, if a trust
owns 50 percent of the stock of corpora-
tion X, stock of corporation Y owned
by corporation X which is attributed to
the trust may be further attributed to
the beneficiaries of the trust.

(b) Constructive family ownership. Sec-
tion 318(a)(b)(B) provides that stock
constructively owned by an individual
by reason of ownership by a member of
his family shall not be considered as
owned by him for purposes of making
another family member the construc-
tive owner of such stock under section
318(a)(1). For example, if F and his two
sons, A and B, each own one-third of
the stock of a corporation, under sec-
tion 318(a)(1), A is treated as owning
constructively the stock owned by his
father but is not treated as owning the
stock owned by B. Section 318(a)(5)(B)
prevents the attribution of the stock of
one brother through the father to the
other brother, an attribution beyond
the scope of section 318(a)(1) directly.

(c) Reattribution. (1) Section
318(a)(5)(C) provides that stock con-
structively owned by a partnership, es-
tate, trust, or corporation by reason of
the application of section 318(a)(3) shall
not be considered as owned by it for
purposes of applying section 318(a)(2) in
order to make another the constructive
owner of such stock. For example, if
two unrelated individuals are bene-
ficiaries of the same trust, stock held
by one which is attributed to the trust
under section 318(a)(3) is not reattrib-
uted from the trust to the other bene-
ficiary. However, stock constructively
owned by reason of section 318(a)(2)
may be reattributed under section
318(a)(3). Thus, for example, if all the
stock of corporations X and Y is owned
by A, stock of corporation Z held by X
is attributed to Y through A.

(2) Section 318(a)(5)(C) does not pre-
vent reattribution under section
318(a)(2) of stock constructively owned
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by an entity under section 318(a)(3) if
the stock is also constructively owned
by the entity under section 318(a)(4).
For example, if individuals A and B are
beneficiaries of a trust and the trust
has an option to buy stock from A, B is
considered under section 318(a)(2)(B) as
owning a proportionate part of such
stock.

(3) Section 318(a)(5)(C) is effective on
and after August 31, 1964, except that
for purposes of sections 302 and 304 it
does not apply with respect to distribu-
tions in payment for stock acquisitions
or redemptions if such acquisitions or
redemptions occurred before August 31,
1964.

[T.D. 6969, 33 FR 11999, Aug. 23, 1968]
CORPORATE LIQUIDATIONS
EFFECTS ON RECIPIENTS

§1.331-1 Corporate liquidations.

(a) In general. Section 331 contains
rules governing the extent to which
gain or loss is recognized to a share-
holder receiving a distribution in com-
plete or partial liquidation of a cor-
poration. Under section 331(a)(1), it is
provided that amounts distributed in
complete liquidation of a corporation
shall be treated as in full payment in
exchange for the stock. Under section
331(a)(2), it is provided that amounts
distributed in partial liquidation of a
corporation shall be treated as in full
or part payment in exchange for the
stock. For this purpose, the term par-
tial liquidation shall have the meaning
ascribed in section 346. If section 331 is
applicable to the distribution of prop-
erty by a corporation, section 301 (re-
lating to the effects on a shareholder of
distributions of property) has no appli-
cation other than to a distribution in
complete liquidation to which section
316(b)(2)(B) applies. See paragraph
(b)(2) of §1.316-1.

(b) Gain or loss. The gain or loss to a
shareholder from a distribution in par-
tial or complete liquidation is to be de-
termined under section 1001 by com-
paring the amount of the distribution
with the cost or other basis of the
stock. The gain or loss will be recog-
nized to the extent provided in section
1002 and will be subject to the provi-
sions of parts I, II, and III (section 1201

70

26 CFR Ch. | (4-1-10 Edition)

and following), subchapter P, chapter 1
of the Code.

(c) Recharacterication. A liquidation
which is followed by a transfer to an-
other corporation of all or part of the
assets of the liquidating corporation or
which is preceded by such a transfer
may, however, have the effect of the
distribution of a dividend or of a trans-
action in which no loss is recognized
and gain is recognized only to the ex-
tent of ‘“‘other property.”’” See sections
301 and 356.

(d) Reporting requirement—(1) General
rule. Every significant holder that
transfers stock to the issuing corpora-
tion in exchange for property from
such corporation must include on or
with such holder’s return for the year
of such exchange the statement de-
scribed in paragraph (d)(2) of this sec-
tion unless—

(i) The property is part of a distribu-
tion made pursuant to a corporate res-
olution reciting that the distribution is
made in complete liquidation of the
corporation; and

(ii) The issuing corporation is com-
pletely liquidated and dissolved within
one year after the distribution.

(2) Statement. If required by para-
graph (d)(1) of this section, a signifi-
cant holder must include on or with
such holder’s return a statement enti-
tled, “STATEMENT PURSUANT TO
§1.331-1(d) BY [INSERT NAME AND
TAXPAYER IDENTIFICATION NUM-
BER (IF ANY) OF TAXPAYER], A SIG-
NIFICANT HOLDER OF THE STOCK
OF [INSERT NAME AND EMPLOYER
IDENTIFICATION NUMBER (IF ANY)
OF ISSUING CORPORATION].” If a
significant holder is a controlled for-
eign corporation (within the meaning
of section 957), each United States
shareholder (within the meaning of sec-
tion 951(b)) with respect thereto must
include this statement on or with its
return. The statement must include—

(i) The fair market value and basis of
the stock transferred by the significant
holder to the issuing corporation; and

(ii) A description of the property re-
ceived by the significant holder from
the issuing corporation.

(3) Definitions. For purposes of this
section:
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